Abstract: This study empirically examines the relationship between financial intermediary development and economic growth in Nigeria over the period 1981-2011 using the auto-regressive distributed lag (ARDL) approach to co-integration analysis. The results show that the relationship between financial development and economic growth in Nigeria is not significantly different from what has been observed generally in oil-dependent economies. The relationship between financial intermediary development and economic growth in Nigeria is found to be insignificantly negative in the long-run and significantly negative in the short-run. The results highlight the dominant role of the oil sector in economic activities in Nigeria.
Introduction
Theoretical explanations suggest that financial sector intermediary development stimulates economic growth by creating economic conditions that enhance efficiency in resource allocation (see Levine, 2004 [1] ). Building on this theoretical foundation, a number of empirical studies examined the relationship between financial sector development and economic growth (see Chang and Caudill, 2005 [2] ; Seetanah, 2008 [3] ; Anwar and Nguyen, 2011 [4] ; Uddin et al., 2013 [5] ; Nwani and Bassey Orie, 2016 [6] among others). The results of most of these studies show that financial intermediary development is a significant driver of economic growth. Three major components of the financial intermediary system have been widely considered in these studies: the role of financial intermediaries in the mobilization of savings, the role of financial intermediaries in enhancing economic activities in the private sector and the size of the financial intermediary system. According Levine (1997 [7] ), Levine (2004 [1] ) and Beck et al. (2011 [8] ) the growth-generating ability of every financial intermediary system depends significantly on how efficient the system could mobilize and allocate savings in the economy. By attracting deposits from various economic units in the economy and financing investment projects in the private sector, financial intermediaries generate higher levels of economic growth, support firms that depend on external finance and reduce the financing constraints of small-and medium-sized enterprises (Beck et al., 2005 [9] ; Beck and Demirguc-Kunt, 2006 [10] ; Beck et al., 2011 [8] ).
However, results of recent time series studies on financial sector development and economic growth nexus in oil-exporting countries suggest weak or even negative relationship (see Cevik and Rahmati, 2013 [11] ; Quixina and Almeida, 2014 [12] ; Samargandi et al., 2014 [13] ; Adeniyi et al., 2015 [14] ; Nwani and Bassey Orie, 2016 [15] among others). The argument has been that most oil-exporting countries depend significantly on oil revenue and are unable to develop competitive financial sector that could stimulate economic activities in the private sector. Using a sample of oil-exporting and non-oil exporting countries, Nili and Rastad (2007 [15] ) show that financial sector development has less influence in oil-exporting economies due to the general inefficiency of financial institutions, the dominant role of public sector in resource allocation and the weakness of private sector in oil-exporting economies. Beck (2011 [16] ) concludes that oil-dependent countries may be subject to natural resource curse in financial sector development. Examining the degree of reliance on natural resources, the study shows that countries that depend significantly on exports of oil tend to have underdeveloped financial systems and offer less credit to the private sector, despite the fact that banks in these countries are highly profitable and better capitalized. Barajas et al. (2013 [17] ) used a dataset consisting of more than 130 countries from 1975 to 2005 to examine the finance-growth nexus by income level, across regions and between oil-exporting and non-oil exporting countries. In the particular case of oil-exporting countries, the study found the growth generating ability of financial intermediary development to be weak. The results suggest that the influence of banking sector development on economic growth in oil-exporting countries become weaker as the degree of oil dependence increase.
This study seeks to contribute to the existing studies by examining the case of Nigeria using the auto-regressive distributed lag (ARDL) approach to cointegration analysis. The Nigerian financial sector has witnessed a number of policy reforms over the past two decades, expected to stimulate the growth of the economy through increased mobilization of savings, provision of credit to the private sector and reduction in information and transaction costs making this study necessary. This study contributes to the few existing studies in two areas. First, by employing three financial development indices constructed using principal component analysis (PCA) to examine the sensitivity of finance-led-growth analysis to alternative combinations of individual indicators of financial development in Nigeria. Second, by including crude oil price among the control variables this study controls for the possible influence of oil on economic activities in Nigerian economy. The results of this study would be of interest to researchers and policy makers seeking to understand the role of financial sector development in Nigeria and other developing oil-exporting countries.
The structure of this article is as follows: Section 2 presents some stylized facts on financial intermediary development in Nigeria. Section 3 describes the data and empirical methodology used. Section 4 presents and discusses the empirical results. Finally, Section 5 concludes and offers some policy implications. Table 1 presents a general overview of the performance of the Nigerian economy in comparison to the Algerian and a group of non-oil dependent economies (see Appendix A) using average per capita income and four financial intermediary development indicators over the period 1981-2011. [18] . Table 1 illustrates the conclusion of a large body of cross-country, panel and time-series evidence: countries with high level of financial intermediary development achieved higher average annual GDP per capita over the period 1981-2011. With higher level of financial intermediary development, the non-oil dependent countries experienced higher average level of GDP per capita over the period. Between the two OPEC member countries (Nigeria and Algeria), Algeria achieved the highest level of GDP per capita over the period with higher level of financial intermediary development over Nigeria. The figures in Table 1 highlight the inability of the Nigerian financial intermediary sector to extend credit to the private sector. The average domestic credit by domestic banks and other financial intermediaries to the Nigerian private sector stood at approximately 14.55% over the period. Comparatively, the figure is by far lower than the average amount of credit provided by financial intermediaries in Algeria and the non-oil dependent countries over the period. Nigeria's average GDP per capita stood at US$659.30 over the period. This figure places Nigeria among the poorest countries in the distribution and illustrates the conclusion of many studies on natural resource-dependent economies: natural resource-dependent economies tend to grow slower than non-natural resource-dependent economies (Sachs and Warner, 1995 [19] , 2001 [20] ; Auty, 2001 [21] ).
Some Stylized Facts

Data and Methodology
Data Description
This study uses annual data covering the period from 1981 to 2011. Economic growth is defined as the real GDP per capita. Four widely used measures of financial sector intermediary development: the domestic bank credit to the private sector divided by GDP, Liquid Liabilities to GDP, Deposit money bank assets to GDP and Bank deposits to GDP are employed to capture various aspects of the financial sector intermediary activities in Nigeria. Four control variables are included to capture other components of the Nigerian macroeconomic environment that could influence the growth of the Nigerian economy. The variables include: the international crude oil price measured as the Brent spot price (in US dollars per barrel), the ratio of total trade (exports plus imports) to GDP which explains the degree of openness of the Nigerian economy to trade, Gross fixed capital formation (% of GDP) and General government final consumption expenditure (% of GDP). Time series data on the variables are sourced from World Development Indicators database, World Bank (Online), Beck et al. (2000) Financial Development and Structure Dataset (2013 revised version) [18] and BP Statistical Review of World Energy. Appendix B provides data associated with these variables. The four selected indicators of financial development are used to construct three composite measures for financial sector intermediary development in Nigeria using principal component analysis that significantly addresses the possible high correlation between these indicators. Table 2 presents the eigenvalues, the proportion of the variance explained and the eigenvector of each first principal component from which three financial intermediary development indices are constructed.
The eigenvector values are taken as the weights of the variables in the construction of each of the three indices. FDindex1 is constructed as a linear combination of all the four financial intermediary development indicators (CPS, LIQ, BA and BD), capturing approximately 92% of the total variations in the four indicators. FDindex2 explains about 90% of the total variations in the linear combination of CPS, LIQ and BA. FDindex3 is defined as a linear combination of CPS, LIQ and BD explaining approximately 91% of the total variations in the three variables.
Unit Root Test
The order of integration of the variables is investigated first. The stationarity tests is performed first in levels and then in first difference to establish the presence of unit roots and the order of integration in all the variables. The results of the Augmented Dickey-Fuller (ADF) and Phillips-Perron (PP) stationarity tests in Table 3 show that the variables are integrated of different order; while lnInvest is stationary at level I(0) other variables are integrated of order one I(1). .0260 *** −6.0548 *** * Significance at 10%, ** Significance at 5%, *** Significance at 1%. The asterisks indicate the rejection of the null hypothesis of unit root. All the variables are in the natural log form.
Empirical Methodology
This study links economic growth financial development controlling for the influence of crude oil price, trade openness, rate of investment and government consumption expenditure. This relationship is given in the long-linear empirical model below:
where ln denotes the natural logarithm function; ε t is the error term; Rgdp represents real GDP per capita for economic growth; FD represents financial development indicators (lnFDindex1, lnFDindex2, lnFDindex3, lnCPS, lnLIQ, lnBA and lnBD); Oilp is the international crude oil price; Open is for trade openness; Invest is for the rate of investment represented by the ratio of gross fixed capital formation to GDP and GCExpt is for government consumption expenditure. Following Nwani and Bassey Orie (2016 [6] ) and Nwani et al. (2016 [22] ) this study employs the Autoregressive Distributed Lag (ARDL-Bounds) testing approach to co-integration proposed by Pesaran et al. (2001 [23] ). The ARDL approach offers some desirable statistical advantages over other co-integration techniques. While other co-integration techniques require all the variables to be integrated of the same order, ARDL test procedure provides valid results whether the variables are I(0) or I(1) or mutually co-integrated and provides very efficient and consistent test results in small and large sample sizes (see Pesaran et al., 2001 [23] ). The small number of observations and the different order of integration make ARDL the preferred approach in this study. The ARDL model can be specified as:
+ β 7 lnGrowth t−1 + β 8 lnFD t−1 + β 9 lnOilP t−1 + β 10 lnOpen t−1 + β 11 lnInvest t−1 + β 12 lnGCExp t−1 + ε 1t (2) where ∆ is the difference operator. The test involves conducting F-test for joint significance of the coefficients of lagged variables for the purpose of examining the existence of a long-run relationship among the variables. The null hypothesis of no long-run relationship existing between the variables (H o : β 7 = β 8 = β 9 = β 10 = β 11 = β 12 = 0) is examined following Pesaran et al. (2001 [23] ). The decision to reject or accept H o is based on the Following conditions: if F-value > upper bound, then reject H o and the variables are co-integrated, if F-value < lower bound, then accept H o and the variables are not co-integrated, but if F-value ≥ lower bound and ≤ upper bound, then the decision is inconclusive. The error correction model for the estimation of the short run relationships is specified as:
A negative and significant ECM t−1 coefficient (λ 1 ) implies that any short term disequilibrium between the dependent and explanatory variables will converge back to the long-run equilibrium relationship. This study implements the ARDL bounds cointegration analysis using Eviews 9.5.
Empirical Results
Co-Integration Analysis
Using four indicators of financial development and three financial development indices constructed from the four indicators using principal component analysis (PCA), this study tested for co-integration on seven alternative specifications employing one measure of financial intermediary development at a time. The results of the co-integration test based on the ARDL-bounds testing method, implemented using Eviews 9.5 software are presented in Table 4 . The results indicate that in all the specifications, the F-statistic is greater than the upper critical bound at 5% significance level. This study therefore rejects the null hypothesis of no co-integration. This shows that there is a long-run causal relationship among the variables in all the specifications. 
Long-Run and Short-Run Estimates
The estimated long-run coefficients of the seven ARDL specifications are presented in Table 5 . In all the specifications, the coefficient of financial intermediary development is negative and insignificant. This indicates that financial intermediary development has a negative but insignificant long-run effect on economic growth, suggesting that financial development does not stimulate economic growth in Nigeria. The empirical results show that in all the specifications, the coefficient of oil price is positive and highly significant, indicating that oil price is the long-run driver of economic growth in Nigeria. Trade openness, government consumption expenditure and gross fixed capital formation are all found to be insignificant. The long-run coefficients in Table 5 create a picture of an economy significantly dominated by activities in the oil sector. A 1% increase in oil price increases the growth of the economy by over 0.40% in the long-run. Given that oil price is significantly determined in the international oil market and not by domestic activities and performance (Quixina and Almeida, 2014 [12] ; Samargandi et al., 2014 [13] ), a fall in crude oil price would adversely affect the performance of the economy. Specifically, a 1% decrease in crude oil price would cause the level of economic growth to decline by over 0.40%. The coefficients of the error correction model for all the seven specifications are given in Table 6 . The coefficient of ECT (−1) are all negative and significant at 1% level, suggesting that short-run disequilibrium is corrected in the long-run equilibrium. The short-run coefficient of financial intermediary development in all the seven specifications is negative and significant at 5% level. The significance of the short-run negative effect of financial intermediary development on economic growth in Nigeria highlights the high degree of inefficiency in resource mobilization and allocation in the Nigerian financial intermediary sector. The short-run coefficient of crude oil price is positive and significant at 1% level. The results confirm the dominant role of the oil sector on economic activities in Nigeria. A 1% increase in the oil price results in more than 0.12% increase in the level of economic growth in the short-run. The positive relationship between oil price and economic growth in Nigeria also indicate that a 1% decrease in oil price will result in more than 0.12% decrease in the level of economic growth in Nigeria in the short-run. Surprisingly, the coefficient of trade openness is found to be negative and significant at 1% level. The rate of investment and size of the public sector are all found to be insignificant. [13] ) observed for Libya, Angola and Saudi Arabia respectively, confirming the insignificant effect of financial intermediary development on economic growth in oil-dependent economies as documented by Nili and Rastad (2007 [15] ), Beck (2011 [16] ) and Barajas, et al. (2013 [17] ). The results therefore highlight the specific feature of oil-exporting economies. Economic activities are driven by oil price determined in the international oil market and not by domestic economic activities (Samargandi et al., 2014 [13] ); creating economic conditions in oil-dependent economies that adversely affect the ability of financial intermediaries to allocate resources efficiently. Nili and Rastad (2007 [15] ) identified these economic conditions to include the general inefficiency of financial institutions, the dominant role of public sector in resource allocation and the weakness of private sector, while Beck (2011 [16] ) shows that rent-seeking associated with the high revenue from the oil sector drives resources away from institutions that could encourage economic activities in the private sector to the inefficient public sector.
Diagnostic and Stability Tests
From the diagnostic test results (see results in Table 6 ), there is no evidence of serial correlation and heteroscedasticity in each of the Autoregressive Distributed Lag (ARDL-Bounds) models specified. Figures 1-7 show that the cumulative sum of recursive residuals (CUSUM) and the Cumulative Sum of Squares of Recursive Residuals (CUSUMSQ) are within the critical boundaries for the 5% significance level indicating that the coefficients of the ARDL model in each of the specifications are stable. the high revenue from the oil sector drives resources away from institutions that could encourage economic activities in the private sector to the inefficient public sector.
From the diagnostic test results (see results in Table 6 ), there is no evidence of serial correlation and heteroscedasticity in each of the Autoregressive Distributed Lag (ARDL-Bounds) models specified. Figures 1-7 show that the cumulative sum of recursive residuals (CUSUM) and the Cumulative Sum of Squares of Recursive Residuals (CUSUMSQ) are within the critical boundaries for the 5% significance level indicating that the coefficients of the ARDL model in each of the specifications are stable. 
Concluding Remarks
Motivated by the growing interest among researchers and policy makers in understanding the effects of financial sector intermediary development on economic growth and the limited attention that has been given to the special case of oil-dependent economies, this study empirically examined the effect of financial development on economic growth in Nigeria over the period 1981 to 2011 using the auto-regressive distributed lag (ARDL) approach to co-integration analysis, controlling for the possible effects of oil price, trade openness, gross fixed capital formation and government 
Motivated by the growing interest among researchers and policy makers in understanding the effects of financial sector intermediary development on economic growth and the limited attention that has been given to the special case of oil-dependent economies, this study empirically examined the effect of financial development on economic growth in Nigeria over the period 1981 to 2011 using the auto-regressive distributed lag (ARDL) approach to co-integration analysis, controlling for the possible effects of oil price, trade openness, gross fixed capital formation and government consumption expenditure on economic activities in Nigeria. The results indicate that financial development in Nigeria has insignificant negative effect on economic growth in the long-run and significant negative effect in the short-run. The case of Nigeria is therefore not different from what has been observed generally in oil-dependent economies as documented in Nili and Rastad (2007 [15] ), Beck (2011 [16] ) and Barajas et al. (2013 [17] ). This economic condition might be associated with the dominant role of the public sector and the weakness of the private sector in generating economic activities in the economy as a result the dependence of the economy on oil wealth. Interestingly, the influence of crude oil price on economic growth in the economy is found positive and significant in the long-run and short-run.
The dominant role of oil price on economic activities calls for urgent need to diversify the Nigerian economy. Diversified economies are less exposed to external and fiscal shocks. The development of the financial system could be the right strategy to achieving this objective giving the link between the financial sector and the private sector. Strengthening the intermediary role of financial intermediaries in Nigerian economy by building institutional framework that would channel financial resources in the economy to productive investment projects through the financial system could stimulate economic activities in the private sector, lessen the burden on the public sector and the dominance of the oil sector in the economy. 30 
